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ABSTRACT 

♦~ Osing data froa the older aen*s file cf the National 

Longitudinal Surveys, two issues related to the labor sarket 
iaplications of dua^ econoay theory were examined; variations in 
rates of pay among economic sectors (coapetltive, aonopoJLy, and 
public) and variation in relative opportunities for blacks across 
sectors. The priaary analytical problea was to decoapose ' the 
difference in the aean level of pay in any two sectors into the 
following coapoaents: huaan capital coaposition, unionization, 
occupational skill requirement*, and a residual. Analagous 
dec oa positions were aade for racial (white/black) differences in pay. 
The results of the decomposition suggest that the priaafy factors 
producing a aonopoly sector pay preaiua are (1) a greater ability and 
willingness to pay high wages due to greater economies of scale, 
aarket and political power, and a greater interest in developing a 
stable work force and. (2) hicrher levels of unionisation. In contrast 
to several previous studiep, the relative disadvantages of black sen 
were found to be soaewhat greater in" the coapetitive sector than in 
the aonopoly sector. A significant portion' pf the disadvantage is due 
to the allocation of blacks, relative to whites with sisilar \ 
characteristics, to jdbs requiring less skill, (TLB) 
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ABSTRACT 

■ & 

This paper examines two issues concerning a dual economy theory of 
labor markets. Using data from the older men's file of the National 
Longitudinal Surveys, I first investigate thejJegree to which differences 
in rates of pay* among economic sectors (competitive, monopoly, public) 
are accounted for by sector differences in (1), human capital composition, 
(2) unionization, (3) occupational skill requirements, and (4) other 
factors producing an ability and willingness to pay high wages. The 
results of this decomposition suggests 'that the greater ability and 
willingness to pay high wages and the higher levels of unionization are 
the primary factors producing a jnonopoly sector pay premium. Second, I 
examine how racial differences in pay vary across sector and perform an 
analogous decompQsi t ion of these differences. In contra-st to Several 
previous studies, the relative disadvantages of black men were fouad to 
be somewhat g/eater in the competitive sector than in the monopoly sector 



Introduction . 

, In recent .years , an increasing number of social scientists have 
.investigated the ways' in which the social organization of production 
affects the level of labor market rewards attained by employees. A 
considerable amount of this research has been conducted within a dual 
economy theoretical framework. This theory postulates that it is 
important to 'divide firms or industries in the economy into two sectors 
according to factors such as economies of scale, capital intensity, 
profitability, unionization, market power, and political power J Within • 
this framework, the monopoly sector is defined as consisting of firms 
with high levels of these factors andLthe competitive sector as consisting 
of firms with low levels. A basic tenet of this theory is that these 
differences produce fundamental differences ip the processes by which 
peop]^ are matched to jobs^The labor market processes in the competitive 
sector can be more or less described by S0 ™^JJf the principles of neoclassical 
economics. That is, there is a relatively free market with a price clearing 
mechanism by which individuals Vent thejr labor to employed. The rate of 
pay fbr various forms of labor is viewed as being determined largely by 
Supply and demand considerations. In contrast, the labor market processes 
in the monopoly sector are determined^argely by administrative rules and 
col lective bargaining agreements, and thus are. somewhat insulated from 
short run competi tive market factors j(Edwards , 1975, 1979; Doeringer and 



Piore, 1971). 

t 

m t 
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Clearly, dual economy theory constitutes an overs llJpl 1 fication, of • 
reality by focusing on a dichotomi2at1on of the Economy. However, 1t is 
a potentially powenful analytical tramework since several Important 
hypotheses concerning differential access to labor market- rewards follow 
from this parsimonious partitioning of the economy. For example, it h^s 
been Hypothesized that (1) there. is an economic payoff to working in the 
monopoly sector (Beck, Horan, and Tolbert, 1978; D'Amlco, 1978; Hodson, 
1978); (2) the relative opportunities of women and blacks are lower in 
the monopoly sector (Beck, Horan, and Tolbert, 1978a, 1978b; D'Amico, 1978); 

(3) the forms of unemployment vary across sector (Shervish ,. 1978) ; and 

(4) economic rewards accrue to jobs rather than to individuals to a greater 
degree in the monopoly sector (D'Amico, 1978). However, much work needs 

to be done in testing such hypotheses, as well as deriving new ones, before 
the utility of this framework can be fully assessed. 



This paper examines jfseveral issues related to the labor ma-cket impli- 
cations of dual economy theory. Sped ficatly , I examine the size of the 

v 

* % economic premium to being employed 1n the monopoly sector v1s-a-v1s the 

•i 

competitive sector. Moreover, h investigate the degree to which this / 



premium- 1s accounted for by sectoral differences in the degree and type 
of unionization and the skill^ levels of occupations. Of particular Interest 
will be in examination of how the relative opportunities of blacks vary 
across; sectors, Although the primary focus w1)l be on the competitive and 
the monopoly sectors, I will also Investigate the implications of being 
tn the publtc sector. By examining these issues, it 1s hoped that we can 
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(1) Improve our understanding of the labor market processes which affect 
older men, and (2) criticize and improve ^aspects of dual economy theory 
by subjecting particular interpretations of it to empirical validation. 

S_ on l e _ Labor Market Implications of a Dual Econqmy 4 

One of the most important labor market implications of a dual economy - 

is the existence of an economic benefit to being employed 1n the monopoly 

sector, That is, even after controlling for a variety of individual 

characteristics, workers in the monopoly sector earn more than their 

counterparts in the competitive sector (Beck, Horan, and Tolbert; 1978a; 

D'Amjco, 1978; Hodson, 1978). As discus-sed by D'Amico (1978) and others, 

there are a number of possible explanations for the economic premium for 

monopoly sector location. Gf^ group these explanations into three categories. 

The first explanation is that the greater degree of unionization in the 

monopoly sector provides workers in that sector with greate^argai ning 

I 

power in their negotiations with employers over pay and other rewards. 

The second explanation is based on the observation that the occupational 
distributions differ in the two sectors. More specifically, it is"expected 
that, on average, the' jobs in the monopoly sector require greater levels 
of skill than those in the competitive sector. To the extent tn%t 
this is true, and to the extent that monopoly sector employers fill these 
jobs by recrQiting individuals with higher levels of human capital, then 
this is not part of a premium to monopoly sector employment but a reflection 
of differences in the characteristics of individuals in the monopoly and 
competitive sectors. However, to the extent that monopoly sector employers 
fill these jobs by hiring the same sort of workers as competitive sector 



< 



employers do, and then allocate them to more highly skilled jobs, then 

this would constitute part of the monopoly sector premium. Such differential 

allocation 1s expected because monopoly sector iflrms tend to \be more capital 

Intensive and tend to plan further Into the future. Consequently, they 

are likely to be more Interested 1n developing a stable work force, and, thus, 

•re likely to make greater investments 1n the skil/l development of their workers. 

The third set of explanations has to do with reasons why monopoly 
sector employers would pay more than competitive sector employers to workers 
Iji jobs requiring the same degree of skill. Due to greater scale efficiencies, 
product market power, and political power, monopoly sector -firms are. 
better able tfjpay high wages. In addition, because of their greater 

desire-for a stable work force and'their interest 1n creat1ng*t1es between 
workers and their jobs, they also have greater Incentives to pay high wages. t 

Unfortunately, almost no empirical work has been cfc>ne to assess the 
relative Importance of these explanatio^ of the monopoly sector premium. 
This papeY constitutes an Initial effort 1n this direction. 

Although blacks cfre disadvantaged relative to whites 1n all sectors, 

there 1s disagreement as to whether the relative black disadvantages are 

• » 
different in the monopoly and competitive sector. Until very recently, 

« 

the general consensus among those addressing this issue was that the degree 
of radaO fl1scr1(ti1nat1on was greater 1n monopolistic than 1n competitive'- 
industries. This generalization holds whethej/ the analysis was conducted 
within a neoclassical or a dual economy framework (Becker s , 1971; Shepherd, 
1970;N&Danor, 1973; Haessel and Pcrimer, 1978; Beck, Horan, and Tolbert, 
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1978b; D'Arfiico, 1978) - . However* recent empirical work by Kaufman and 
Daymont (1978), Daymont (1979), and Johnson (1979) supports the conclusion 
that, -all things considered, the Hevel of discrimination is similar in 
the two sectors. On a conceptual level, arguments have 'been made to 
explain both sets of findings. 

' \ 

According to neoclassical economic theory, competitive markets operate 
such that inefficient firms will eventually be driven out of business. By 

# 

definition, a discriminating firm is inefficient in that itj^s paying a „ 
white more than the wage at vyhich it could hire an equally productive 
black. Hence the theory predicts that discriminating Virms will be at.a . 
competitive disadvantage and will eventually be driven out of business by 
firms that do pay whites and blacks a'ccording to their relative productivity 
(Becker, 1971). However, firms with monopoly power are immune to these 
competitive pressures not to 'discriminate. Thus to the extent that 
discrimination exists, it is expected to exist primarily ifi monopolistic 
rather than competitive industries (Becker, 1971; Shepherd, 1970; Haessel 
and Palmer; 1978). 

However, there are several reasons why this hypothesis may not be * 
valid (Kaufman and Daymont, 1979). For example, the rationale behind this 
hypothesis is based on the assumption that the economy is in equilibrium while 
the American economy is at continual *rra changing disequij ibrla. Thus, one 
might question t;he^degree to which competitive markets operate such that firms 
that are not efficient purchasers* of lab^r (e.g., discriminating firms) are 
actually driven out of business. *In addition, the logic of the neoclassical 
argument does not imply that immunity from competitive pressures will 
necessarily lead to greater discrimination; it implies only that. firms' 
with such immunity have more latitude to discriminate. Thus, the relative 



r ' 

incentives of competitive and monopolistic industries to di scriminate or 
not to discriminate must be considered. Concerning these incentives, we 
suspect that irt recent years' monopolistic f^rms may have had more incentives 
riot to discriminate than competitive firms. Because of their high degree of 
market power, and because they tend to be large, monopolistic firms have 
<peen more visible to the government and to the public at large. This 
visibility, coupled with an antidiscriminatory public policy, provided 
such firms with an incentive not .to discriminate. For example, both the 
Eq|ial Employment Opportunity Commission and the Office of Federal Contract 
Compliance were, more likely to scrutinize the employment practices of large* 

i 

i m 

than small f1rmS(Burman, 1973; Selznlck, 1969). 

Proponents of dual economy theory haVe also concluded that the level 

\ 

of discrimination will be greater in the monopoly sector than i.n the com- 
petitive sector; (e.g. , Beck, Horan, and Tolbert, 1978; D'Amico, 1978). 

0 

Two lines of reasoning that afe sometimes^ alluded to are a statistical dis- 

2 ' * ' • 

crimination argument and a* conspiracy argument. 

^oncernii^g statistical discrimination^ it is believed that 
employers may underestimate the abilities of blacks, or may have less 
reliable information concerning their ab'il 1 ties,' and therefore allocate 
blacks to less desirable }lbs. Beck, Horan, and Jolbert (1978b) seem to argue 

that this firm of discrimination 1s more pronounced 1n the monopoly sector. 
On the other hand, a consideration of sector differences in bureaucracy' 
may lead to the hypothesis that the statistical discrimination argument 
is as important or even more important in the competitive sector. That is, 
since employment- processes are less formal and more arbitrary in the 
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competitive sector, the use of race as an indicator of productivity may 
be greater in this -sector than in* the monopoly sector. 

It is also argued that employers promote racism within the working 
class to create intra-working-class cleavages and keep thepi from developing 
a collective consciousness and organizing as a united group (Gordon, 1972). 
Such strategies for worker control may be more importaht in the monopoly 
sector ^)r two reasons. Fi-rst, as indicated above, a stable work force 
is more important to employers in the monopoly sector. Second, monopolistic 
employefs have a greater ability to pay for such racism because of their 
higher profit margins. Interestingly, this second point .brings us back to 
the primary argument of neoclassical ^heory: competitive sector employers 
do not discriminate as much as their monopoly sector counterparts because 
they cannot afford to. 

i , * 

J 

Anal i cal Strategy ' N — , / 

The primary -analytical problem is to decompose the difference in the* 

mean level of the rate of pay in any two sectors into the following com-^, 
ponents: 

(1) '^Human capital composition .- The amount of the sector difference 
in pay attributable to sector differences in the levels of several human 

capital- (and location of residence) factors; 

i. * 

(2) Occupational skill requirements composition . The amount of the 
sector difference in pay attributable to sector differences in the way 
that men (with similar levels, of human capital) are allocated to occupa- 
tions with different sjcill requirementss 
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(3) Union composition . - The amount of the sector difference 1n pay 
attributable to sector differences 1n the^degree and type of unionization 
(amS^men with similar levels of human capital )* n v 

(4) A Res idual . The amount of the sector difference in pay not 
attributable to the factors included in the model. 

Analogous decompositions were made for r'acial (white-black) differences in 
pay. As Implied by their definition, these components^ are conceptualized 
and are calculated *in the context^f a (block) recursive modej for 
each of the 6 combinations of sector (competitive, monopoly, public) and 
race (white, black). As illustrated 1n Figure 1, human capital factors 
(K) affect , the level of occupational skill requirements (S) and unionization 
(U). In addition, each of these sets of factors has a direct effect on 
hourly earnings ^ (converted 'to log 1976 dollars). In this model, the 
association between occupational skill requirements and unionization 
not accounted for by human capital factors is left unanalyzed. 3 

Figure 1 . Model of Earnings Attainment 



More specifically, for each combination of sector and race, we posit 

{ ! 

the following model, * 

Y^aVrb/K, ♦ , -S j + «d k U k + Uy . (1) 



with the following reduced form, 



Y = r ♦ r. t. K. + v (4) 
.. i • i y ; v 

where Y, K, S, and U are defined above and where a, b? c,' d, f, g, h, are 
parameters to be estimated and u and v are residual terms. The variables 
in K constitute a fairly standard set of human capital factors and other 
control variables. % 

Care must be taken in choosing an indicator of occupational skill 
requirements. Recall that the major purpose of including occupational ski Tl 
requirements is to assess the degree to which the sectoral (racial) pay 

•differences are due to sectoral (racial) differences in the allocation of 

♦ 

men'with similar individual characteristics to jobs with different 
skill requirements. Thus, I need an indicator of occupational skill re- 
quirements that is a measure of the job and not the incumbent, of the job. 
At the same time I need an indicators that measures the activities 'of the 
job and does not constitute a direct measure of the rewards accruing to the 
job. In light of these considerations, the General Educational Development 
(GED) and the Specific Vocational Preparation (SVP), measured 1n years of 



""3 train)ng time, from the Dictionary of Occupational Titles (DOT) were 
used as indicators of occupational skill requirements. These measures 
were used because they are specifically designed to be an estimate of • 
the education level and the length of vocational preparation needed to 
perform adequately in an- occupation (Fine, '196^, U.S. Employment Service, 

1965). 5 * \ • ' • 

The degree of unionization, actually col lective. bargaining coverage, 
was measured at both , the individual and industry level. At the individual 
level, three mutually exclusive dummy variables were included indicating 
whether or not the pay of the responden^/as set by a collective bargaining 
♦ agreement between the employer and an industrial type union (CBIND), a 

craft type union (CBCFT), or an "other" type union (CBOTH). 6 It is expected 

« 

that unionization measured at the individual level will have a positive 
impact on pay. Unionization may also affect the pay of some individuals 
not directly covered by a collective bargaining agreement. This will be 
the^ease if, for example, the nonunionized firms in an industry pay a wage 
about equal to that in th§ unionized firms in order to combat union organiz- 
ing efforts. To the extent that this occurs, there will be a payoff to being 
in a highly unionized industry even if the individual is not directly 
covered by a collective barc,a*TnH«g agreement. To allow this indirect 
effect of unionization, we included a variable defined as the proportion of 
all workers in the industry (measured at the 3-digit census code level of 
aggregation) that were covered by a collective bargaining agreement (% union) 
(Freeman and Medoff, 1 979) . 
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Sector was coded as public 1f the Individual was employed by a federal, 
State, or local government at the time of the interview. Among private 
sector employees, sector was coded as competitive or monopoly according to 

7 

Hodson's (1979) classification scheme for industries. According to this 



'* (1979 
, an iffd 



scheme, an industry was assigned to^ the monopoly sector if (1) the 
average size of 'capital of firms in the industry tended to be large, and 
(2) if the industria.1 product market tended to be t dominated by a few large 
firms. Otherwise an industry was assigned to the competitive sector 
(see Appendix B,for the sector assignment of each industry). 

r 

The data used in this analysis were drawn from the older men sample 
(men aged 50-64 in 1971) of the National Longitudinal Surveys (NLS) (for 
a more complete description of these data, see Center for Human Resource 
Research, 1979). The basic sample consisted of all black and white men 
who had been a wage or salaried worker within 6" months prior to the • 
interview in any of the years 1969, 1971, or 1976 for which certain other 

o 

criteria were met. For each individual, an observation was included for 
any of the three years in which the criteria were met. Thus the data file 
consists of 1 , 2, or 3' observations for each individual. By pooling the 
three cross sections we are able to increase the precision with which we 
can estimate thd parameters of our model. Ordinary least squares (OLS) 
was used to estimate the model since it provides unbiased estimates of 
:he parameters. Moreover, even though OLS is not maximally efficient, 
previous experience suggests that there are only small differences in 
the parameters estimated by OLS and a more eff icient^err^>r components 
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procedure (see also Maddala and Mount, 1973). However, OLS gives 
biased estimates of the standard errors of the parameter*. Therefore 
the standard errors are not presented (Maddala, 1971). 

0 

A regression standardization approach (Duncan, 1969; Winsborough and 
Dickenson, 1969; lams and Thornton,, ,1975) was used to decompose the sector 
(or race) difference in the mean of log hourly earnings into the components 
s listed in the beginning of this section. See Appendix A for the algebra of 
this decomposition. There are perhaps two aspects of this decomposition 
that should be noted here. First, t\e human capital composition component 
represents a total effect of sector (race) differences In human capital. 
. That fs.this component includes the indirect effect of human capital (K) 
differences through occupational skill requirements (S) and unionization 
CU), as well as Its direct effect on rate of pay (Y). 9 Second, each sector 
(or race) decomposition was done two ways. The first used the coefficients 
from the regression for the second sector (or blacks) as the standard. The 
second used the coefficients for the first sector (or whites) as the standard 

» 

Results: Sector Difference 1n Pay 

The means for all the variables in our model for ea^ch combination of 
race and sector are shown in Table 1. These results teveal some sector 
differences in human capital factors; however, given the emphasis that Is 
sometimes placed on sector differences in the composition of the workforce 
(e.g., Beck, Horan, and Tolbert, 1978; Hodson, 1978), the means of most 
of the human capital type factors 'are quit* similar in the competitive 
and monopoly sectors. In particular, the mean levels of education are 
almost identical in these two sectors, at least for whites. Although 
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Table 1 Variables Means by Sector and Race for Older Men^ 



Dependent Variable 

LNPAY 
Human Cap1 tal and 
Residence Factors 

YR 

En 

EXP 
MILT 
HI iH 
SMSA 
SI7F.LF 
SOUTH 
FAOCC 
FARM 

.'ob Skill Requirements 



Competi Uve 
fJnTtes • Slacks 



Unionization 



crcrr 

fPATl I 



1.65 



71 .2 
10.5 
38.6 

I . 42 
.206 
.723 
.909 
.265 
30.4 
.302 

II. 3 
2.17 

.230 
.076 
.118 
.053 



1.14 



•S 71 .1 
6.68 
42.5 
.744 
.235 
\647^ 
?683 
.710 
16.2 
.595 

8.99 
.938 

.250 
.048 
.121 
.092 



Sector 



-A— 



Whites 



Monopoly 
tes B 



lacks 



' Public 
Whites Blacks 



1.85 



71.1 

10.5. 
37.6 

I. 50 
.189 
.794 
.828 
.178 
28.4 
.254 

II. 3 
2.45 

.507 
.308 
.T03 
.090 



1 .50 



71 .2 
7.48 
41.1 
.777 
.148 
.824 
1 .08 
.445 
15.2 
.463 

8.90 
1 .01 

.569 
.398< 
.096 
.167 
-f 



1.78 



71 .3 
11.4 
36.3 
2.34 
.205 
.690 
.721 
.343 
29.2 
.317 

11.9' 
2.31 

..294 
.022 
\024 
.241 



1.52 



71.3 

38T9 
1 .63 
.196 
.766 
1.04 
.609 
15.3 
.377 

9.88 
1.33 

.288 
.016. 
.040 
.279 
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this 1s at variance with the results of Beck; Horan, and Tolbert (1978), 

it is in general agreement with the res(ffis of Hodson (1978), whose sector 

in * 
classification scheme loused. Thgse re>si/lts sugqest that. the differences, 

in the composition of the sectors in terWof individual characteristics' * 

may be less important ^than sector differences in how individual character- 

i sties are translated into economic rewards. The results from the regression 

of log hourly earnings on the explanatory variables for each combination of 

race and sector are shown in Table 2. I will refer to selected aspects of 

the results in Tables 1 and 2, in the discussion of the decomposition of 

sector pay differentials shown in Table 3. The first row of both panels 

in fhis table shows the difference in the mean level of log hourly earnings 
in the two sectors identified at the^p^of the column. Since these entries, 
and all of the other entries in the Table represent differences in loi 
dollars, they approximate a proportional difference. 11 The second row 
represents the human capital composition component, that is, that portion 
of the totals difference that is due to sector differences in the mean level 
of human capital and location of^residence factors. -The portion of the 
total difference not accounted for by human capital composition is presented 
in the row labelled "sector premium. " This entry approximates the pro- 
portionate* difference in pay in the two sectors for meiKwIth the same 
measured human capital characteristics. The bottom cows 1n each panel show 
the decomposition of this sector premium Into three components; occupational 
skill requirements composition, 'union composition, ^ind a residual. 



Determinants of Log Hourly 
Competitive - 



'explanatory 
^Variables 




Table 2 
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and background factory such as Education and father's occupation are mediated 

n 

by occupational skill requirements. Thus, earnings appear to be more 

• • • 

tlj^p^ly linked .to jobs in the monopoly sector; and, moreover, a well 
delineated job structure appears to play a more important role in the pro- ^ 
cess by which- white men obtain labor market rewards. This suggests -that a 
Job competitionNnodel , A as opposed to.j£~wage competition model (Thurow, 1975 ), 
may "be more relevant to the monopoly sector than the competitive sector. 

Unionization . V Not surprisingly, we find substantial differences in 
the extent of and returns to unionization in the monopoly and competitive 
sectors. First, althougti there are small sector differences in the extent 
of craft and "other" types of unionization, the extent of industrial type 
unionization 1s much greater 1n the monopoly sector (Table 1). Second, 
the economic returns to each type of unionization measured at the individ- 
ual level as well as the return to unionization measured at the Industry 
level are all substantially greater in the competitive sector. The lower 
payoff to unionization measured at the individual level in the monopoly 

sector may be, in part, a reflection of greater "wage patterning" in that 
sector. Ross (1957) notes that 'there is variation across industries in 
the degree to which there is uniformity in wage rates across firms. He 
further argues that wage rates will be more uniform in those Industries 
that are characterized by capital Intensity, large firms, product market 
concentration, and high degrees of unionization (or in the terminology of 
dual economy theory, 1n the monopoly secl^r). Thus, the lower effects of 
the union variables measured at the individual level in the monopoly sector 
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supports Ross's argument. The lower effect for the urjlon variable measured 
at the industry level jn the monopoly sector could reflect either of two 
very different realities. On the one hajid, it could Indicate that unions 
arf not an Important determinant of rates of pay in the monopoly. sector. 
However, I suspect that it is more likely, to be a reflection of a sub- 
stantial degree of "across industry" wage patterning in- the monopoly sector. 

* * 

To understand better the role of unionization 1n sector pay differ- 
entials 1t may be worthwhile to consiGterAthe question of what would occur 
to the monopoly sector premium if the degree of unionization (especially 

Industrial) 1n the competitive sector was Increased so that it became 
equal to that in the monopoly sector. To do this let us first examine 
the general nature of the relationship between unionization and pay for 
whites in the two sectors (Figure 2). The two solid lines in this Figure 

• illustrate the expected level of pay for difta/ent levels of unionization 
' (controlling for other variables). The different slopes correspond to 
the fact that the payoff to unionization 1s higher In the, competitive 
sector than the monopoly sector, The mean levels of unionization In the 
two sectors are Identified as U c and U m> The mean levels of pay 1n the- 
two sectors are Identified by the points C and M, and the vertical distance ' 
/^between these points represents monopoly sector premium controlling for 
all variables except unionization. The Issue then Is what will happen to 
the monopoly sector premium 1f U c moves to the right to correspond to U m . 
Of course the answer depends upon the nature of any movement 1n the line 
representing the expected level of pay 1n the competitive sector. From 
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Figure' 2 Illustration of the Effect of Unionization on 

th^ Monopoly Sector Pay Premium 



PAY 




UNIONIZATION 



9 

ERIC 



9 



\ ■ 

* 

.an analytical po*int_of view we might identify three*possible cases. Jhe 
first two cases assume that as the level of unionization approaches that 
in the monopoly fcector, t^en the returns to unionisation will be reduced ' 
approaching those in the monopoly sector. - * 

The first case assumes that the reduced returns to unionization are 
produced by a combination of rio change in pay for^ nonunionized workers and j 
lower pay for the average unionized worker in the competitive sector. This 
change can be represented -in Figure 2 by rotating the expected pay line 
for the competitive sector^about point "a, "somewhere to the left of U c to 
correspond to a nonunionized worker, until it becomes (the lower dotted line) 
parallel to the expected pay line for the monopoly sector. If this were 
to happen the new mean pay level in the competitive sector would be at 
point C. In this case, raising the level of unionization in the cbtnpeti- 

tive sector would produce little change in, or possibly even increase, 

14 ' " 

the monopoly sector premium. 

* The second case also assumes that the returns to unionization in the 
competitive sector are reduced to those in the monopoly sector. However, 
this reduction is now presumed to occur because of ah increase in pay for 
nonunionized competitive sector workers. This is a reasonable assumption if 
we believe that the "wage* patterning" suspected of being important in the 
monopoly sector will become Important in the competitive sector as it 
becomes more unionized. This change can be represented in Figure 1 by 
again rotating the expected pay line for the competitive sector, this time 
about a point "b" which corresponds to a unionized worker. In this case 

the average pay in the competitive sector would be increased 

y 

to point C", thus substantially reducing the monopoly sector premium. 
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The third case assume^ that wage patterning will not be able to 

operate in the competitive sector the way it does in the monopoly sector. 
That 1s^, because of the many differences betwee^ theNsectors (e.g., economics 

of scale, product market power, political power) th>t he fp produce lower 

1 

profits in the competitive sector, many nonunlonized firms 1n this sector 
will simply not be able" to pay union pay rates. This may occur if the sector 
differences in returns to unionization are due to basic differences in the 
social organization of production in the two sectors rather than to 
differences in the degree, of unionization in the two sectors. In this 
case the average pay in the competitive sector would simply move along 
the expected pay line for the competi tive sector to point C ,M . Under 
these assumptions the monopoly sector premium would Be reduced by .10 
(the union composition component using the coefficients from the competitive 
sector as the standard). ..^>t is fairly safe to say that none of these three 
cases describes realitf precisely. Since newly unionized workers would 
probably be working for\ firms less able than already unionized firm£ to 
pay high wages, the pay premium gained by these workers becoming organized > 
would be likely to be less than the premium enjoyed by workers already 
unionized in the competitive sector. However, the average pay of 
.workers who remain nonunion would probably increase somewhat due to wage 
patterning. Thus, a reasonable estimate of the contribution of unionization 
to sector differences in pay for whites would probably be somewhere between 
.-Q3 and .10; that is, the union composition components calculated using 
the coefficients from the monopoly and competitive sectors, respectively. 
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This leaves a residual component of between .07, and .15 that is 
unexplained by sector differences in unionization and occupational skill 
requirements. This suggests that "a substantial part of the sector premium 
is a result of monopoly sector firms possessing (1) a greater ability to 
pay high wages due to their greater economies of scale, market power, and 
political power, coupled with (2) a greater willingness to pay high wages 
due to a greater 'interest in developing a stable workforce. Note that 
this interpretation poses the important question of to what degree is this 
greater ability to pay high wag*es due to greater efficiency resulting from 
scale economies, or due to a greater ability to exploit thV publ ic through 
product market power and political power. Beliefs about the relative 
importance of these two factors are often intense; however, thqy appear 
to be more a function of political ideology rather than scientific evidence 
Unfortunately, such evidence may remain elusive given the difficulty in * 

* 

obtaining valid indicators of the concepts of scale. economies, market 
power, and political power independent of each other across a broad range 

of industries. / 

It is interesting to observe that tne average pay for older white 
men 1n the public sector is greater than in the competitive sector and. 
somewhat low^er than 1n the monopoly sector. Controlling for human capital 
factors, the pay of public employees is about 9 percent higher than their 

* 

counterpartsjn the competitive sector but is about 10 percent .lower than 
workers 1n the monopoly sector. Thus these results do not support the 
belief held by some that public employees are overpa4d-. 
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Re lativ e black disadvantages. Turning our attention to racial "dlff err 
ences in j3ay, we see that they are. largest 1n the competitive sector and 
smallest in the public sector (TaMe 4) In each sector, a substantial ^ 
amount of this difference remains after controlling for human capita] and 
location of residence factors , 'indicating that blacks are at a substantial 
pay disadvantage relative to whites 1n each sector. Also in each sector, y 
the relative black disadvantage Ts greater when the black coefficients are 
used as a standard than when the white coefficients are used. Of 
this is due to the fact that, as has been found in many other 'studies , the 
returns to most human capi tal ' factors , in particular education, are greater 
for whites than for blacks. One way to interpret this is that the d1s- 

■ ~- * i 

advantage, relative to whites, of blacks with the characteristics of a 
typical black are substantial, but the relative disadvantages of blacks 
with the characteristic^ of a typical white are even larger. 

Regardless of which coefficients are usjed as a standard, the relative 
black disadvantages are greatest in the competitive sector and smallest 

In the public sector. Thus, our results concerning the disadvantages of 

blacks in the monopoly and competitive sectors contrast sharply with those 

of several, other investigators (Becker, 1971; Shepherd, 1970; Haessel and 

Palmer, 1978; Beck, Horan, and Tolbert, 1978b; D'Amico, 1978) who found 

greater disadvantages for blacks -in monopolistic industries. Our 

results are more consistent with those of Kaufman and Daymont (1978) 

and Johnson (1979) who found that the level of black disadvantages were ' '* 

15 

about the same or somewhat lower in monopolistic industries. 
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Table 4 Decomposition of Racial Differences In Pay an? Relative 
Black Disadvantage by Sector for Older Men 3 
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Sector 



Competitive 



Monopoly 



Public 



Component 



Black White Black White Black- White 



Total Racial Difference 



(equals) Relative Black D1s- 
^ ^ advantage 

Job Skill Req. Component 
Unionization Component 
Residual Bl-ack Disadvantage 



9 

.51 


.51 


— j— 

.35 


.35 


. fc 26 - 
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.13 
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.38 
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.36 


.12' 


.21 


.07 
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Each decomposition was calculated In two ways. The first used the coefficients 
from the regression for blacks as the standard. The second used the coefficients 
for whites as the standard. See the text and Appendix A for more Information. 
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Besides experiencing pay disadvantages within sectors, it is also 
possible that blacks are disadvantaged by being channelled into the competi- 
tive, or lowest paying sector. Indeed, the proportion of black* As some- 
what higher in the competitive sector than in the monopoly sector. How- 
ever, the results of an ancillary analysis suggest that this is a result of % 
racial differences in individual characteristics. That 1s, when the human 
capital and location of residence factors are controlled, blacks were no 
more likely to be 4I located to the competitive sector than to the monopoly 
sector. 16 Blacks were, however, more likely to be allocated to the public 

♦ 

sector than to either of the private sectors. 

. Earlier, we identified several theoretical hypotheses that have been 

> 

used to explain the various empirical findings concerning sector differences, 

* . 

or similarities, *in black disadvantages. Our, results are more consistent 
with some of these hypotheses more than others, fos example, our results do not 
support the neoclassical hypothesis that (1) because^ discrimination is 
inefficient, competition will force discriminating firms to stop discriminat- 
ing or eventually they will be driven out of business, and (2) that due to 

their market power, monopol istic firms are immune to such competitive 
pressures. It appears tljat any inefficiencies produced by discriminating 
against blacks are not nearly as important as other factors in determining 
the success and viability of firms, since many discriminating firms have 
survived in competitive industries. These results are consistent with the 
hypothesis that because of their size and market power, and their resulting 
visibility to the public and antidiscrimination agencies of the •government, t 
monopoly sector rfrms may be more wary of discriminating tjian firms in the 
competitive sector. . 
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These results also support the hypothesis that the greater levels of 
bureaucratization in the monopoly sector lead to lower levels of black 
disadvantages 1n that sector than In the competitive sector. One pf the 
key distinctions between bureaucratic and nonbureaucratic organizations 
1s the greater use 1n the^ former of formal and nonarbltrary decision 
rules. Thus; bureaucratic officials are constrained 1n the degree 
to which they are able to Incorporate subjective judgments and personal 
preferences when making decisions, Including employment decisions (Selznlck, 
1969). Consequently, one might suspect that particularistic criteria such 
as race would be less important than universal 1st1c criteria 1n the employ- 
ment processes of large bureaucratic firms in the monopoly sector.^ 1 

As noted above, this consideration of bureaucracy 1s closely related 
to the statistical discrimination argument. This argument holds that 
employers allocate blacks to less productive jobs because they underestimate 
the abilities of blacks and/or have less reliable Information concerning 
their abilities (Thurow, 1975; Phelps, 1972; DoerliT^er and Ptore, 1971). 
Thus, we would expect this phenomenon to be less important 1n those^segments 

of the labor-market where employment' processes are characterized by 
objective criteria for evaluating the abilities of prospective workers, 
that 1s, the monopoly sector. 

The relatively low levels of black disadvantages 1n the public sector 
lend further support to the hypotheses that bureaucratization leads Jo 
lower levels o\rac1al discrimination. Of course, andther factor co^jrtrlbu- 
tlng to this finding 1s that the government Itself 1s one of the most 
Important Institutions 1n reducing discrimination. 
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^ft>4s analysis has compared the level of black disadvantages across 
sectors. However, our results may aTso be relevant for trying to under- 
stand temporal changes In black disadvantages. As the volume of empirical 
evidence mounts, "it 1s becoming Increasingly clear that the level of black 
labor market disadvantages 1s declining (e.g., Freeman, 1973; Smith and 
Welch, 1977; Johnson and Sell, 1976; Farley; 1977; Daymont, 1979). However, 
the,re 1s much debate over the- reasons for this change. Neoclassical 
economic theory of competitive markets leads directly to the conclusion 
that the pressures of competition 1s a basic force that will lead to lower 
levels of discrimination in the long run (e.g., Becker, 1970. Our results 
suggest that to the extent that fchere are £as1c forces embedded in our 
social system which will lead to less discrimination, they are not so much 
related to competitive market pressures, but tp the processes of moderniza- 
tion and Industrialization (Levy, 1966-jUerr et al., ljfaft That 1s. as 
Industrialization becomes more advanced, labor markeWRelatlonshlps become 
more formal, more rationalized, and less personal, implying that partlcu-. 
laristic criteria such as race become less important for labor market 
processes. \ 

Whereas the differential allocation of men to jobs with different 
sk.111 requirements did not explain much of the sector differences in pay, 
it did account for a^signif leant portion of the -relative black disadvantages 
within each sector. This portion varies somewhat by sector but averages 
about 35 to 40 percent of the total black disadvantage. This indicates 
that an important cause of the labor market disadvantage suffered by 
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blacks, relative to whites with similar characteristics, 1s that they are 

e 

allocated jobs requiring less skill. 

Despite the sector differences in other aspects of unionization, the 
pattern of racial differences In unionization are similar in the, monopoly 
and competitive sectors (as shown in Tables 1 and 2 and as* illustrated 
In Figure 3). First, the returns to unionization (as indicated by the 
slopes of the expected pay lines) art greater for blacks, 1n both sectors. ,. 

V 

However, as the figure suggests, these greater "returns" to blacks might 
more accurately be thought of as a reflection of a greater penalty for 
not 1 being organized rather thdrr as a greater payoff to being unionized for 
blacks. Second, the level of unionization is somewhat greater for blacks 

than for whites (U w )-, >• j 

Thus, if we were to equalize tV level of unionization by redtidng U^) 
and the black returns to unionization were to remain the same, the average 
level of pay for blacks in either of the private sectors would decrease 

from B to B'. If in the process of changing the black level of un1oni£atton 
to equal the white level, the returns for blacks become equal to the returns 
for whites, the average level of pay for blacks would change little (from 
B to B"). This suggests that the level of black disadvantages in these 
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Figure 3 illustration of the Effect of Unionization on 
Black Labor Market Disadvantages 
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sectors would have been about the same^T^ven greater had It not been for 
the effect of unions- Of course, tf/s does not Imply that unions have not 
d1scr1m1nated--many have. However, 1t does suggest that the effects of 

such discrimination have been less costly v to blacks than other aspects of 

# 

labor market discrimination and/or, that such discrimination has been 
ameliorated by the effect that manyvunions have had in unifying particular 
workforces, thus lessening racial differences. 

i 

i 

t • c 

• Summary and Conclusions ^ 

The most important findings of this analysis are; 

(1) As has been found in'prevlous studies, there is a substantial 
difference in pay among older men* in the monopoly and competitive sectors. 
More importantly, after controlling fbr a number of human capital and 
location of residence factors, there exists a substantial pay premium for 
whites to monopoly sector employment of about 20 percent. • 

(2) Very little, if any, of this monopoly sector premium 1s due to 
sector differences in occupational skill requirements. However, a 
significant portion Is accounted for by sector differences 1n the extent 
and type of unionization. 

(3) A substantial portion of the monopoly sector premium is due to 
factors not explicitly included 1n the model. This suggests that part 

of this premium is a result of monopoly sector firms having (a) a greater 
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ability to pay high wages due to their greater economies of scale, market 
power, and political power, and (b) a greater willingness to pay high 
wages due to a greater interest in developing a stable workforce. 

(4) The earnings determination process varies across sectors. In . 
particular, well delineated job hierarchies play a more important rote in 
the nionopoly sector. ' 

(5) Controlling for human capital and location of residence factors, 
public sector employers pay older men more than employers in the competitive 
sector but less than employers in the monopoly sector. 

» 

(6) In contrast to the results of several previous studies, the rela- 

>• c 

tive disadvantages of .older black men are greater in the competitive 
sector than in the, monopoly sector. This may be partially due to the 
greater degree of bureaucratization in the monopoly sector. The di s- 
advantages of blacks are lowest in the public sector. 

(7) In each sector, a significant portion of this disadvantage is 

due to the allocation of blacks, relative to whites with similar character- 
istics to Jobs requiring less skill. In the competitive and monopoly 
sectors, the disadvantage Of blacks might have been even greater had it 
not been for the effects of unions. 

The results of this analysis provide strong support for the belief 
that labor market processes vary depending upon the organization of the 
process of production, Moreover, 1t appears that many of the ideas and 
concepts proposed in dual economy theory are useful for understanding 
this 'variation, However, more theoretical and empiric*! work needs to be 
done to identify the various mechanisms which produce observed sector 
differences in labor market processes. In particulars we need a better 

■a 

3 4 



34 



understanding as to the way 1n which sector -differences 1n outcomes and 
processes are due to econom4es of scale, market power, political power, 
bureaucracy „ capital intensity, unionization, distribution of occupational 
skill requirements, and other factors. 
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FOOTNOTES 



It should be noted that the concepts of duality and segmentation 
have. been used in a number of different ways in the literature on dual 
economy theory, dual labor market theory, and labor market segmentation. 
One important distinction is whether sectors or segments are defined in 
terms of (1) the social organization of firms or industries, (2) character- 
istics of occupations, careers, or job rewards, or (3) a combination of 
both industrial and occupational characteristics. In this paper I define 
sectors, both conceptually and operationally, in terms of the social 
organization of industries, and then empirically examine how sectors so 
defined are different in terms of selected aspects of occupational 
distributions, labor market processes, and. job rewards. 

2 s 

Labor unfons have also been cited as a reason for greater discrimination 
in the monopoly sector. In particular, Beck, Horan, and Tolbert (1978) 
assert that (1) since .unions have .operated in a way that works to the 
disadvantage of blacks, and (2) since unionization 1s more extensive in the 
monopoly sector, this should lead to greater discrimination in the monopoly 
sector. However, this argument fails to take account of the different types 
of union organization (Daymont, 1978). There is substantial variation 
across unions in the degree-to which they control access to jobs and in the 
degree to which they discriminate against blacks (Northrup, 1944; Marshall, 
1965; Ashenfelter, 1972). Although a detailed analysis of such union 
differences is beyond the scope of this. study, it is useful to consider 
some differences between craft and industrial type unions. Craft or 
referral type unions control access to jobs in a more fundamental way than 
industrial type unions. Through the processes of the hiring hall, and by / 
having some control over access to skills And credentials through appren- 
ticeship programs, craft unions exercise substantial control over both 
the sfze and composition of the labor pool for certain jobs; that is, 
they have a significant degree of monopoly power in the true sense of the 
word. Since they have historically been able to obtain and maintain such 
power without including blocks,- they had little Incentive to do so; and 
the pervasive racism in our society has provided ample Incentive not, to 
do so. ' * 

On the other hand, industrial unions have not been able to control the 
size and composition /of the labor pool for specific jobs. Their limited 
control over access/to jobs has been largely based on their ability to 
negotiate formal \jnf\es regarding job changes (e.g., seniority rules). 
He^nce, compared to craft unions, 1nddfctr1al unions exercise a different 
ariti weaker kind of power. The power of Industrial unions lies 1n acting 
as agents for collective bargaining, backed up by the threat of a strike. 
The success of such\action depends upon the union representing (almost) 
all of the labor pooY^both white and black. 

Thus, it is not surprising that empirical Investigations have generally 
found that while craft unionization has a negative effect on black-white 
wage ratios-, Industrial unionization appears to have had a positive Impact 
(Ashenfelter, 1972; Leigh, 1978). This, 1n conjunction with the obser- 
vation that most of the monopoly sector workers are members of Industrial- 
type unions 1s inconsistent with a hypothesis that .unionization 1s a 
factor 1n producing greater discrimination In the monopoly sector. 
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On a conceptual level, this net association 1s viewed as being partly 

an effect of occupational skill requirements on unionization (e.g., the 

differential organization of workers 1n different occupations), partly 

an effect of unionisation on occupational skill requirements (e.g., trie 

Influence of 4inTon rules and practices on hiring an^ promotion) , and 

partly due to common causes not Included 1n the model (e.g*, an expected 

Influence of economies of scale and capital Intensity on both occupational 

skill requirements and unionization). To allow all of these effects would 

lead to an unidentified model. We could not arrive at a set . of Identifying 

assumptions that did not seei^i excessively arbitrary, and therefore we 

left .this association unanalyzed. 

a ' 

The variables included In K art: The year in which the Interview took 
place (YR): the number of years of regular schooling completed (ED); the 
number of years of military experience (MILT); the number of years of 
civilian labor force experience (EXP) calculated as (Age-Ed-MILT^6) except 
that a respondent was not given credit for civilian labor force experience 
that occurred prior, to the age of 12; the occupational status (measured by 
the Duncan SEI score) of the respondent's father (FAOCC); a dummy variable 
coded as 1 if the respondent resided on a farm at age 15 (FARM); « dummy 
variable coded as 1 if the respondent reported a health problem which 
limited his ability to work (HLTH); a dummy variable coded 1 1f the 
respondent resided 1n the SOUTH; a dummy variable coded 1 1f the respondent 
resided 1n an SMSA; and an Indicator of the size of the local labor market 
for the respondent's area of residence (SIZELF). 

s 

The conversion of GED and SVP to a years metric was done by Eckaus 
(1964). 

^Type of union was based on a classification of the name of the union 
which was provided by the respondent. The "other" union category consisted 
of government employee and white collar unions and other miscellaneous and 
unclasslflable unions. A ?ero on all 3 variables Indicates that the pay 
of the respondent was not covered by a collective bargaining agreement. 

^Because of the unique nature of' the labor market 1n the construction 
Industry, workers 1n this Industry were eliminated from the analysis. 
Agricultural workers were also eliminated because of the problems 1n 
getting an accurate assessment of their hourly earnings. Workers 1n two 
categories of nonprofit Industries (welfare and religious services and 
at nonprofit membership organizations) were also eliminated because of the 
extremely ambiguous position of these industries 1n relation to our 
sector distinctions. /On the one hand, firms in these Industries tend to 
be small, as are many competitive sector firms. However, these firms 
are not 1n competitive product markets 1n the normal sense of the term. 

The onty^change I made 1n Hodson's scheme was due to the fact that I 
assigned Individuals to the public sector according to the Individual's 
class of worker code, whereas he assigned Individuals to the state sector 
1f they worked 1n an Industry 1n which (1) most people worked for the 

Jvernment, or (2) most of the product was sold to the government. Thus, 
ntrary to Hodson, non-government workers 1n 4 Industries (ordnance 
nufaturlng, electric light and power utilities, gas, steam and supply 
sjstems, and electr1c-gas utilities) were assigned to the monopoly sector 
Instead of the state sector. 

3? 



These years were chosen because they were the only years in which all 
relevant information was asked. In addition to sample restrictions 
mentioned in the text, observations were eliminated if (a) they had hourly 
earnings (in 1976 dollars) of less than $.50, (b) were in the agricultural, 
construction, welfare and religious, or nonprofit membership organization 
industries, or (c) had missing data on any of the following variables: 
occupation, industry, fflass of worker, education, or age. For missing 
data on other variables, observations were assigned a mean or modal value. 

9 

It is straightforward to calculate the direct and indirect effect 
subcomponents of human capital (see Appendix A). When this was done, it 
turned out that the indirect effect subcomponents were very small and 
unimportant, and therefore, they were not reported. The occupational skill 
requirementsjtcbmponent seems to be small because there is little;in the 
way of sectoral differences in occupational skill requirements to be 
explained by human capital factors. The unionization subcomponent seems to 
be small because human capital factors do little in the way of explaining- 
the sectoral differences in unionization. 

10 This" paper does not examine the greaterjnddence of and payoff to 
"educational credential ism" in the monopoly sector that is indicated by 
the results lof Beck, Horan, and Tolbert, and Hodson. 

^This approximation holds well for values less than .10. As values 
become increasingly larger these differences under- represent proportional 
differences by increasing amounts. 

12 : / 

One must consider the possibility that the greater pay in the 
monopoly sector is simply compensation for lower levels of other job rewards 
However, the results of a regression analysis indicated that net of the 
human capital and location of residence factors, the level of unemployment 
Jas measured by the number of weeks unemployed during the past year) was 
^ si ightly vlower in th^ monopoly sector. Moreover, it is likely that the 
level of mpst fringe benefits is greater in the monopoly sector than in 
the competitive sector. 

1 3 

This is based on a comparison of the reduced form effects (i.e., from 
equation 4) of education and father's occupation with the direct effects 
of these variables when GED and SVP are added'to the equation for whites.* 
In the competitive sector the effects of education and. father's occupation 1 
are reduced by 35 and 29 percent, respectively. In the monopoly sector 
these reductions are 42 and 42 percent, respectively. 

14 

The effect of raising the level of unionization in the competitive 
sector under these assumptions taken to their extreme (i.e., where point 
"a" corresponds to a value of 0 on ea,ch of the 4 unionization variables) 
is fairly easily quantified. It corresponds to the sum of a union 
composition component and a union rate component in our decomposition 
described in Appendix A. Equi valently , it corresponds to the sum of a 
union composition component, a union rate component, and a union interaction 
component in the type of decomposition outUned in Winsborough and Dickenson 
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(1969) and in lams and Thornton (1975). In durmodg^ the 
components Is -.06 /Implying that sector d1ffeV**e«STn unio 
mitigate sector pay differentials, or alternatively, Increas 
of unionization in the competitive sector w*Mld Increase the 
sector premium. t . 

15 In addition, preliminary analyses wltjk the youno/men's 

"ts very 



urn of these 
zatlon 
g, the level 
nopoly 



sample of 
similar to 



the National Longitudinal Surveys have yieldedg^esM 
those reported in fhis paper. • ' * 

16 A logit analysis was used to estimate a mdjdel expressing sector 
location (either competitive or monopoly sector)) as a function of race 
and the human capital and location of residence factors, "the- coefficient 
for the race term was trivial and statistically insignificant. 
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APPENDIX A. 

Decomposition of Sector Pay Differences 

* 

Th1,s Appendix describes the decomposition of sector differences In 
mean log hourly earnings. In the section on analytical strategy in the 
text we identified three composition components and a residual. -Actually, 
sector pay differences were decomposed into three composition components, 
two rate components, and a residual component (see below). The residual 
component could also be interpreted as a (human capital) rate component. 
However, since the rate components were seldom directly relevant to sub- 
stantive issues, they were not presented separately in the text.. The* 
residual in the text is the sunt of the two rate components- and the re^ 
sldual component described in this Appendix. 

In the first decomposition (i.e., the one presented^in the left-hahd 
column under each sector difference) I use the variable means for the first 
sector (denoted by a prime) and the coefficients for the second sector 
(denoted by the lack of a prime). The- notation associated with equations 
1-4 in the text is used. Thus, the sector difference (7*- Y ) can be 
partitioned into the following components: 

(A) 'i t. [Kj - R"^ . 



Human Capital Composition 
Component 



(B) i c- [e\ - e.] + i y. c.[f' - f,,J K! Occupational SkiW Requirements 
j/ J J J j i , J J , J Composition Component 

(C) z d k [g k - g/J + E I d |J n ki " n ki' S Un ^ on Composition Component 
k Ic i 

fD) l [c\ - c.) S\ Differential Payoff to Occu- 

j J J J pational Skill Requirements 

Component 



4<) 



r 



* 



(E) i [d£ - d R J U£ Differential Payoff to Unionization 
k Component 

(F) [a* - a] + i [b\ - b^ (Residual) Sector Premium* 
The residual 1n the text 1s the sum of components D, E, and F. 



A couple of comments about this decomposition may be 1n order. First, 
Interpreting the sum of D, E, and F as a residual sector premium 1s reason- 
able since 1t represents differences ^ the way that human capital and 
location of residence factors, occupational skill requirements, and unlonl- 
zation are rewarded 1n different sectors. Second, this decomposition Is 
based on. the block recursive model of equations 1-4, not a single equation. 
In particular, that part of sector pay differentials produced by differences 
1n occupational skill requjlrement(S) or unionization (U) which was 1n turn 
produced by differences 1n human capital (K) was Included 1n the human 
capital composition component. Third, 1n this decomposition, the "Inter- 
action components" (Winsborough and Dickenson, 1969; lams and Thornton, 1975) 
are jncluded 1n the rate (and residual) components. ^In the second decom- 
position (I.e., the one presented 1n the right hand column under each sector, 
difference 1n Table 3), the Interaction components are Included 1n the 
composition components. x 

It may be useful to show thaj: the Components A through F actually sum 
to (?' * 7). By substituting for S and U 1n equation 1 (in the text), 1t 
can be shown that, 



V b 1 + ] c j f j1 + I d k h M 



Then substitute for ' t^ infccomponent (A) to obtain,/ 
(A) - (A.I) ♦ (A. 2) + (A. 3) " 
where, 

(A.l) - ). b i [Kj - £.] 

(A.2).Ej Cj f j1 [K;-^] 
(A.3) = ^d k h ki [K; - ^]. 

Here, A.l represents the direct effect subcomponent of human capital , A. 2 
represents the indirect effect subcomponent of human capital through occupa- 
tional skill requirements, and A. 3 represents the indirect effect sub- 
component of human capital through unionization. It is also useful to 
distinguish between the first and second terms in (B), (C), and (F). 
Noting that, for example, 
(A. 2) + (B.l) + (B.2) 

■ I c. [(ej - ej ) ♦ i [ fj1 (Kj-ty.* (fj, - fj^jll ' 
= ] c j [(e j + * f j1 *U " (e j + \ f J1 V> X 

■J c j (5 j - V- ' ' ' • 

we can rearrange the terms of our decomposition as follows: 

TfTi) + (A.l) + (F.2) + ((A. 2) + (B.l) + (B.2)] + (D) + ((A. 3) + (C.l) + (C.2)] + (E) 
- (at. - a) + I b ( (Kj - K, ) + z (bj - b,) K\ 

(a + 1 b i Vj^V^W 
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•APPENDIX B 

Sector Classification of Industries 

/ 

Industry Group Sector 



Mining 

Metal mining ,MON 

Coal mining - MON 

Qrude petroleum and natural gas * MON 

Nonmetallc mining and qyarryj^ng .COMP 

Durable Manufacturing 

Lumber ahd wood products COMP 
Furniture and Fixtures . COMP 

Stone, clay, and glass' products MON 

Metal Industries MON 

Machinery, except electrical MON 

Electrical machinery, equipment, supplies MON 

Transportation equipment * MON 

Professional and photographic equipment MON 

Ordance " MON 

Miscellaneous durable manufacturing MON 

Nondurable Manufacturing 

Food and kindred products MON 

Tobacco manufacturers MON 

Textile mill products * COMP^ 

Apparel and other fabricated textiles COMP 

Paper and allied products MON. 

Printing, publishing and allied Industries COMP 

Chemicals and allied products MON 

Petroleum and coal products MON 

Rubber and miscellaneous plastic products MON 

Leather and leather products COMP 

Not specified' nondurable manufacturing COMP 

Transportation 

Railroads and railway express service MON 

Street railways and bus lines " COMP 

Taxlcab service, COMP 

Trucking service COMP 
Warehousing and storage , COMP 

Water transportation COMP 

A1r transportation , MON 

Petroleum and gasoline pipelines COMP 

Services Incidental to transportation COMP 
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< /" 

Industry Group \ Sector 

Communications 

tMolo broadcasting and television . COMP 

Telephone (wire and radio) MON 

Telegraph* (w"1re and radio) MON 

Utilities and sanitary services 

Electric light and power MON 
Gas, steam and supply systems , MON 

Electr1c-gas utilities MON ( 

Water supply COMP 

Sanitation services COMP 

vOther hot specified utilities' " COMP 

Wholesale trade ^ COMP 

Retail trade COMP 

Finance, Insurance, and real estate MON 

Busriness and repair services . COMP 

Personal services COMP 

Entertainment and recreation services COMP 

Professional and related services COMP 
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The Center for Human Resource Research 



The Center for Human Resource Research is a policy- oriented research 
unit based in the College of Administrative Science of The Ohio State University. 
Established in 1963, the Center is concerned with a wide range of contemporary 
problems associated with human resource development, conservation and utili- 
zation. The personnel include approximately twenty senior staff members drawn 
from the disciplines of economics, education, health sciences, industrial 
relations, management science, psychology, public administration, social work 
and sociology. This multidisdplinary team is supported by approximately 50 
graduate research associates, full-time research assistants, computer program- 
mers and other personnel. 

The Center has acquired pre-eminence in the fields of labor market 
research and manpower planning. The National Longitudinal Surveys of Labor 
Force Behavior have been the responsibility of the Center since 1965 under 
continuing support from the United States Department of Labor. Staff have been 
called upon for human resource planning assistance throughout the world with 
major studies conducted in Bolivia, Ecuador and Venezuela, and recently the 
National Science Foundation requested a review of the state of the art in human 
resource planning. Senior personnel are also engaged in several other areas of 
research including collective bargaining and labor relations, evaluation and 
monitoring of the operation of government employment and training programs 
and the projection of health education and facility needs. 

The Center for Human Resource Research has received over one million 
dollars annually from government agencies and private foundations to support its 
research in recent years. Providing support have been the U.S. Departments of 
Labor, State, and Health, Education and Welfare; Ohio's Health and Education 
Departments and Bureau of Employment Services; the Ohio cities of Columbus 
and Springfield; the Ohio AFL-CIO; and the George Gund Foundation. The 
breadth of research interests may be seen by examining a few of the present 
projects. \ 



The largest of the current projects isnhe National Longitudinal Surveys of 
Labor Force Behavior. This project involves repeated interviews over a fifteen 
year period with four groups of the United State population; older men, middle- 
aged women, and young men and women. * The data are collected for 20,000 
individuals by the U.S. Bureau of the Census, and the Center is responsible for 
data anlysis. To date dozens of research monographs and special reports have 
been prepared by the staff. Responsibilities also include the preparation and 
distribution of data tapes for public use. Beginning in 1979, an additional cohort 
of 12,000 young men and women between the ages of 14 and 21 wiW be studied on 
an annual basis for the following five years. Again the Center will provide 
analysis and public use tapes for this cohort. 

The Quality of Working Life Project is another ongoing study operated in 
' conjunction with the cities of "Springfield and Columbus, in an attempt to 
improve both the productivity and' the meaningfulness of work for public 
employees in these two municipalities. Center staff serve as third party 
advisors, as well as researchers, to explore new techniques for attaining 
management- worker cooperation. s 
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A third area of research in which the Center has been active is- manpower 
planning both in the U.S. and in developing countries. A current project for the 
Ohio Advisory Council for Vocational Education seeks to identify and inventory 
the highly fragmented institutions and agencies responsible for supplying 
vocational and technical . training in Ohio. These data will subsequently be ♦ 
integrated into a comprehensive model for forecasting the State's supply of 
vocational and technical skills. 

Another focus of research is collective bargaining. In a project for the U.S. 
Department of Labor, staff members are evaluating several current experiments 
for "expedited grievance procedures," working with unions and management in a 
variety of industries. The procedural adequacies, safeguards for due process, 
cost and timing of the new procedure are being weighed against traditional 
arbitration techniques. 

Senior staff also serve as consultants to many boards and commissions at 
the national and state level. Recent papers have been written for the Joint 
Economic Committee of Congress, The National Commission for Employment 
and Unemployment Statistics, The National Commission for Manpower Policy, 
The White House Conference on the Family, the Ohio Board of Regents, the Ohio 
Governor's Task Force on Health, and the Ohio Governor's Task Force on 



The Center maintains a working library of approximately 9,000 titles which 
includes a wide range of reference works and current periodicals. Also provided 
are computer facilities linked with those of the University and staffed by 
approximately a dozen computer programmers. They serve the needs of in-house 
researchers and users of the National Longitudinal Survey tapes. 

For more information on specific Center activities or for a copy of the 
Publications List, write: Director, Center for Human Resource Research, Suite 
585, 1375 Perry Street, Columbus, Ohio <f3201. 
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